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Market Insights for Week Ending Sept 7, 2018 
 

 
 

Is the International Glass Half-Full or Half-Empty?  
 
In the early 1900’s, Swiss psychologist Hermann Rorschach developed a test to help 
determine a subject’s personality characteristics and emotional functioning.  The test 
involved showing patients cards with symmetrical inkblots on them, then asking the 
patient to describe their perception of what the figure represented.  While the 
mainstream has come to portray these “Rorschach Tests” as a simple, straightforward 

way to gain an insight in to one’s mind, the reality is the testing and interpretation is a complex process 
that requires each tester to have considerable experience both in administering the test and in 
interpreting the results.  It is still commonly used by psychologists today. 
 
One could certainly argue that the market has been providing its own version of a Rorschach Test 
over the past few weeks. 
 

 
Source: John Hancock Market Insights 
 
The chart above gives a long-term view of the relative performance of foreign vs. U.S. equities.  Notice 
how, after years of outperformance by foreign stocks (the dark green bars) the tide shifts and the 
performance advantage swings in favor of U.S. (the light blue bars) for an extended time frame.  And 
then the process repeats, time and time again.  This is called mean reversion.  
 
Why Do We Care? 
 
Over the past 4 months, the performance divergence between international and US equities has 
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reached extreme levels.  As of last week, the year-to-date performance differential has stretched to 
almost 1750 bps in favor of US assets.  While most analysts agree as to what led to this performance 
gap, strong US Dollar, tariff threats and emerging market currency volatility, there isn’t a clear 
consensus on what the next move will be.  Rorschach would ask, “What do you see in this picture?” 
   

• The global bulls point to extremes in relative valuation citing cheap international assets, 
expensive US assets, or both.  Referencing the chart above, the performance gap hasn’t been 
this lopsided in a decade.   

• International bears remind investors of more danger on the horizon with tariff threats and the 
continuation of monetary policy tightening, which could continue to push the US Dollar higher. 

 
While there is in merit both arguments, over time, foreign outperformance will win out in the next 
market cycle.  The unknowable question is, when will that cycle arrive.  Without a resolution to ongoing 
tariff issues or a relaxation of the US Dollar’s value, more relative underperformance is likely in store 
for foreign stocks.  Short-term traders and market timers will try to capitalize on these trends.  With that 
said, as investors who appreciate long-term valuation opportunities and the benefits that diversification 
provide, we can’t ignore the extreme divergence that has formed and the potential for mean reversion 
profits in foreign securities.   
 
HCM’s last trading action involving foreign securities was several months ago when we reduced our 
foreign allocation in the face of the aforementioned tariffs, dollar concerns and waning relative 
strength.  This action has helped to mitigate the impact of the recent market trends, but not eliminate 
it.  Our animal instincts are to begin buying foreign securities at lower prices than when we sold them.  
However, as momentum in those markets remains negative we have decided, for the time being, to 
maintain our neutral foreign exposure and postpone adding to those positions until price action 
stabilizes and short-term relative strength begins to improve.  A change in our planned strategy could 
only be precipitated by a significant change in the fundamental outlook for foreign securities or a 
significant technical breakdown. 
 
We will continue to evaluate our portfolio positions in a critical and thoughtful way to ensure our 
portfolio positioning isn’t swayed by short term price movements, but rather is driven by our mission to 
provide a foundation for financial independence over market cycles and reliable income for our clients 
regardless of market trends. 
 
 
Weekly Focus – Think About It  
 
“Nothing is less productive than to make more efficient what should not be done at all.” 
 
-Peter Drucker  
 
 
 
Market Activity 
 
Performance last week for the four major asset classes were: 

➢ U.S. Stocks – Russell 3000 (IWV) – Loss of 1.02% 
➢ Developed Foreign Markets (EFA) – Loss of 2.84% 
➢ Emerging Markets (EEM) – Loss of 3.75% 
➢ Fixed Income (AGG) – Loss of .35% 

 
 (Note: performance is based on the change in price plus dividends) 
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Last Week’s Headlines 
 
-Global equities fell while the value style factor outperformed in both developed and emerging markets.  
The Indonesian rupiah fell to a 20-year low versus the US dollar and the South African rand fell more 
than 4% on the week. 
 
-US data reflected robust growth with job creation accelerating in August and wages growing at the 
fastest pace in more than nine years. 
 
-President Trump threatened tariffs on another $267 billion of Chinese imports. 
 
 
Eye on the Week Ahead 
 
-Solid US retail sales likely extended into August, driven by back-to-school sales.  The Fed’s “Beige 
Book” will garner attention for comments about the ongoing tariff conflict and the timeline of possible 
rate hikes. 
 
 
If you have questions about our international allocation please contact a member of HCM’s 
Wealth Advisory Team: 
 
 
Mike Hengehold (Mike@HengeholdCapital.com)  Casey Boland (Casey@HengeholdCapital.com) 
 
Jake Butcher (Jake@HengeholdCapital.com)  Jim Eutsler (Jim@HengeholdCapital.com)  
 
Greg Middendorf (Greg@HengeholdCapital.com)    Steve Hengehold (Steve@HengeholdCapital.com) 
 
Doug Johnson (Doug@HengeholdCapital.com)  
 
 
Disclaimer 
Any tax or other advice contained in this document, including any attachments, is not intended and cannot be used for the 
purpose of avoiding penalties under Internal Revenue Code. No action should be taken on any information contained in this 
message without first consulting with your tax/legal advisors regarding the tax/legal consequences for your particular 
circumstances. 
 
Additional Notes: 

• The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the 
stock market in general. 

• Opinions expressed are subject to change without notice and are not intended as investment advice or to predict 
future performance. 

• Past performance does not guarantee future results. 

• You cannot invest directly in an index. 

• Consult your financial professional before making any investment decisions. 

 
• • • 
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